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Abstract 
According to Fisher (1931), the expected rate of inflation wil be reflected in the nominal interest 
rates, with real interest rates holding constant. This is known as the Fisher hypothesis. In order for 
it to hold, the nominal interest rate must move one-to-one with the expected rate of inflation. This 
paper examines the validity of the Fisher hypothesis in Sweden by analyzing inflation expectations 
and long-term interest rates from January 1993 to February 2015 under a regime of inflation 
targeting. This paper can be distinguished from previous work in that it analyzes long-term interest 
rates in the maturities of 2, 3, 4, 5, 7, and 10 years from the introduction of inflation targeting policy. 
Long-term swap rates are used because they are closely connected with benchmark interest rates 
for long-term lending. 
The Fisher hypothesis holds in the maturities of 2, 3, 4, 5, and 7, but not 10 years. The results 
of this paper partially support those of Hawtrey (1997) and Mitchell et al. (2007) who analyze the 
validity of the Fisher hypothesis under a regime of inflation targeting. 
The results imply that changes in inflation expectations do move in the same direction and 
degree as the nominal long-term interest rates in the maturities of 2, 3, 4, 5, and 7 years. In these 
cases, real long-term interest rates are stable. This can be primarily attributed to the credibility of 
the inflation-targeting framework over a period of almost 20 years and the success it has achieved 
in locking inflation expectations into the target range within these timeframes. 
However, in the maturity of 10 years, this credibility has never been as certain as in the shorter 
periods. Thus, it can be concluded that the Riksbank has been almost successful in stabilizing 
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inflationary expectations and real interest rates. This study can be extended into multiple-country 
analyses of countries operating inflation targeting. 
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